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In accol"(hl]1c~ wjlh seclions 54.719(c) and 54.722 of the Federal
Communicmiol1s Commission's rules, 47 C.F.R. §§ 54.719(c), 54.721, Virgin
Islands Tel cphonc Corp. d/b/~ lllllovativc Telephone hereby submi I, an original and
four copies or il~ Rcqm;sl [or R~V1CW of Decision of the Universal Scryicc
Admimslrator.

Ah" ~nclo~ed l~ li duplical~ or thi~ liling, which I would kindly lippr~~llik

your dale-stamping. Pka~e conlact Lhe nndersigned at (202) 719-7524 if you have
uny ques!ions regarding this filing.
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Before the
FEDERAL COMMUNICATIONS COMMISSION

WaiihlngtoD, D.C. 20554

ORIGINAL

FILED/ACCEPTED

SEP2 81010

In the Matter of

Request for Review by
Virgin 151and~ Telephone Co",_ d'b/a
Innovative Telephone of Deci!lion [If
Univer~al Service Admin,stralor

)
)
)

)
)
)
)

F«IeroI Com"''''lcalb", CIlmmlilSlon
Office ol!he secretary

CC Docket No. 96-45

VIRGIN ISLANDS TELEPHONE CORP. D/B/A INNOVATIVE TELt:PHONE'S
REQUEST FOR REVIEW 01. DECISION OF THE

UNIVERSAL SERVICE ADMINISTRATOR

J. STATEMENT OF INTEREST AND lSSL'F..'i

Pursuant to sections 54.719(c), 54.721 and 54.721 of the Commission 's l'\lle~,I lhe Virgin

Islands Telephone Corp. d/b/a Inllovative Telephone Clnllovalive"j hereby seck~ reVIew of the

Universal Service Administrative CQmpi\(\~'CUSAC") m:lrlagem<:nt respllusc: to lhe Independenl

Auditor's Report HC-FL-042, which was II follow-up :llldit kl HC-2007-362 that e"alu.ated

Innovative's complianee wilh the requirements of lhe Federal High Cosl Universal Service

Progrern for lhe period from Jnly I, 2006 Uuough Jnne 30, 20072

Innovative is flO! challenging any of the Auditor's Ilndings Or the vast majority of

USAC'~ detenlllnlltion~in its management response to the audit. Rather, Innovative seeks

C[lmmi"sion re,'iew of a narrow issue - namely, USAC's decision to reject the Auditor's

c[lncJusion regilrding the proper treatment of the deterred tax as~et. USAC's deci~ion is contrary

47 CF.R. ~§ 54719(c), 54.721, and 54.722.

, Sft! Appendl~ A (Report on Follow-Up to E~amiuation HC-2007-382, VITELCO­
hUlovati"e SAC 64))00, for the Year Ended June 30, 2007 submitted by McBride, Lock &
ASSOCIates ("Audi(()r"lJ~ Appendill B (Leller to Joyce Campbell, Innovative, from USAC, High·
Cost und l.ow-l.ucome Division (dated luly 30, 2010)).



,

to written policies and guideline~ of the National E1>change Carrier Assodation, Inc. (''NECA''),

which were established in 2007 based on guidance from the Commission, These policies and

guidelines are set forth in memoranda from NECA ID its member compwlies dat.ed March 9,

2007 and June 13, 2007 (copies attached as Appendix C und Appendix D, respectively). For the

reElSOll5 set forth below, the Commission should reverse USAC's determination regarding the

lJeatment of the deferred tax asset and direct USAC ID calculate Innovative's Interstate Common

Line Support ("ICLS") and High Co~tloop support during the audit period by incorporating all

applicable interstate deferred tax asset balances for Innovative.1

II. STATEMENT OF FACTS

Innovative is the incumbentloeal exchange carrier in the U.S. Virgin Islands, operating

pUT$nant to II franchise granted by the USVI Government in 1959.4 Innovative is a Virgin

Islands corporation WId is headquartered on Sl. Thomas.

Prior to July I, 2010, Innovative was a rate-of-retlin! regulat.ed carrier at the int.erstate

level. l While subject 10 mte-of-retum regulation, Innovative was a participating member of

The proper recognition of the interstate deferred tax asset would result in underpaymenb
to Innovative in the wnowlt of$2,820,844 for ICLS and High CostLDop support during the 12­
month audit period ended June 30, 2007as related to Finding 2 of the Auditor's Report HC-FL
042. With respect ID overall audit findiugs, the proper recognition of the deferred lax asset tor
Finding 2 would reduce from $6,016,971 to $3,196,127 the IDIaI recovery of high cost funds
from Innovative.

Franchise for the Virgin Islands Telephone Corporation (Ocl. 31, 1959); Aet No. 504 of
Ihe Third Legislature of the Virgin Islands, Authorizing the Saie of the Virgin Mands Telephone
System, the Granting of II Franchise, and tor Other Reiat.ed Purposes (approved Oct. 9, 1959),
1959 V.I. Sess. Laws pp. 193-202.

5 Petition a/Virgin Islands Telephone Corp.. for Elec/ion 0/Price Cap Reg"lation and
Limited Waiver a/Pricing and Univer.wl Service Rules; China Telephone Company, FairPoint
Vermont, Inc., Maine Telephone Company. Northlalld Telephone Company o/Maine, Inc.,
Sydney Telephone Company, and Standish Telephone Company Petilionfor Conversion 10 Price
Cop Regulation andfor Limited Waiver Reli~t:- Winds/ream Pelitionfar Limiled Woiver Relief;
Order, 25 FCC Red 4824 (2010) (granting Innovative'j petition to convert to price cap
regulation).
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•

"

NECA, wh.ich. reprel~1..:I mllre lrum 370 rur~1 rate-of-return regulated telecommunications

carriers. NECA's primary respollsibilities invlllve preparing interst~te access tariffs and

administering related revenue pools on behalf of ii..'; member companies."

Pursuant til Commission rules, NECA collects cost, demand, and revenue dala from ii..';

member companies that are used in preparing the annual tarilTtiling setting Ilut interslate ~ceess

rates til be charged to interstate ElCcess customers.' Member companie~ perfonning cost studies

must submit costs, demand and ~ecess revenue d~t~ 10 NECA,~ and cer1ifv "the dala have beell

examined and reviewed and w:e complete, accurate, and consistent ....ilh the rules oflhe Fedend

Communications Commissilln."~

The Commissilln mandates the specific accounts and sub-accounl..:l NECA member

companies must use in keeping their books of accounl for revellues. in.vestmellls. lUid e... pellses

pun;uant to Parts 32 and 64 ofits rules. 10 COlIuniss.illu &;cowlling rules specify lhe types of costs

that can be incillderl in accollni..';, how carriers are required til separate theirresutalcd COSls from

nonregulated Cl'StS. and how tu account for services lUid transactions between afllliates and these

member C<.'mpanies, II

MTS llfld WA1J Mar!wI-SI1""f,Jclurc, Third Repmt & Order, FCC Docket No. 78-72, Phase
1,93 FCC ld 141, '\I 3J9 (1983Jf"Acce~.<Third Reporl &: Orde/''').

47 C.F.R. § 69,60t(a) .

lJ.. § 69.605(a).

lJ., § 69.60 Ite). NECA is also required to calculate monthly pool revenue distribulions
bllSca Iln. lh.e access revell<Je, demlUid, and cost data reported by member cllmpanies, id., §
69.603(a); reimburse "COSI" compwries for access e"penses to the extent their repllrted CIlSi..';
e"ceed theirreported rev~ue" id., §§ 69.607-.610; and distribute the pool "residue" Ilrreturn on
investment, in accordance with FCC rules, id" § 69.603(d).

10 47 C.F,R. Parts 32 and 64.

47 C.F.R. § 64.901, el seq.; see llim Separation olCo.<I.• ofRegulllied Telephone Servia
from Costs ofNo"regulaled Aclivirin, Report & Ordt:r, Order, 1 FCC Red. 1298, (1987), aJ),d
sub nOI7l., SOllth....,estern Bell Corp. >' FCC. 896 F.2d 1378lD,C CiT. 1990).
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"

Under Cornml~~ion rul~, NECA member oompallies must utilize account 4340, Net non-

current deferred operating income laxe~, to rel1ect "accumulated defened federal income taxes

re~ulliug from differences in taxes computed using booked depreciation expense calculated on a

struightline basis, and taxe~ paid to the IRS that result from use of accelerated depreciation

melhods.,,12 Acrording to NECA, "Because taxes paid under accelerate.d IRS dt'"preciation

melhods are presumably lower than tax~ calculated using booked (sllaigllt-lille) dt'"preciution

methods, there ~hould normally be II positive (eredit) balance in acconnt 43W, repre:;enhng the

difference between regulated taxes calculated for revenue reljuiremenls and lhe lower ta...e.~

actually paid to the IRS."lJ

However, for a variety ofreasons, negative babnces may occur in Account 4340, which

results in a deferred tax asset. In fact, Innovative' ~ financial re~lIIlll1 reported ncgutiv,: bulances In

ArcouD! 4340 for the years 2004 and 2005,14

NECA look the position that the Conunis~ion's Pw165 rules did not permit negative

balance:.> ill Account 4340 (defnrej l.a..\ ~set) because, according to NECA, it "could have the

MemorWldum from Carol A. Brennan and Richard R. Snopkowski, NECA, to GenenJl
ConLIaCIS ul all NECA Member Companies regording Negative Balanc~ in Account 4340 Net
Non-Currenl Delen-cd Oper.Jlillg Income Taxes (Aug. 8, 2006) ("NECA August 2006
MemonlJldum)" ("<lpy al1l1ched 1I~ Appendix E),

I' U

The deferred tAx balances reported in Innovative's original cost study and USF filings for
the yeap.! 2004 and 2005 were incorrectly reported based on wnounts applicable to Innovative's
IOc:ll jurisdiction, In addition, 2004 data initially were incorrectly reporte.:! ~ deferred tax
Iillbilities. These reported mlount~ were corrected to reflect Innovative's actual interstate
jurisdictional :mlounts in the co~t study and USF data provided to the Auditor in the course of the
USAC 3udit process. The OOl'Ttthon to reflect deferred t3X as~et balWlces u~ing Innovative's
inter~tnte jurisdictional wnount~ is consistent with and d irooly rel3ted to the Auditor's
adjustment to reflect accumulated depreciation balWlces using lnnovative's interstate
juri~dictional wnounts - an adjustment USAC accepted. Appendix A (Report on Follow-up to
Examination HC-2007-382, McBride, Lock & As>ociate~ Independent Auditors' Report, dated
September 21, 2009, at4-5 - FINDING 3: REVISED FlLlNGS AND ERRONEOUS
REGULATED BALANCES).

4



"

anom~ll}us e!f~cl I}f increJ~ing the mle base.',I.! AI; a result, "pending further clarificalion from

the FCC;' NECA adopled a policy thaI required negative balance, in Accounl 4340 (0 be

adjusted IQ J minimum ofzero for pool and high cost loop reponing. Con,i~lent wllh lhis policy,

NECA disallowed negative balances in Accounl 4340 from lnnQvalive's oo~lstudy and universal

~en-jce /'wid riling;'! and reported zero deferred taxes in InnovJliv<:'s filings with USAC.

However, after consulting wilh Ihe Commission, NECA changed its policy regarding

Accounl4340 negalive balances SpecifJ,,;ally, on March 9, 2007, NECA i~sued guidance

(unbeknownst to Inuovative Jtthe time) which indicated lhal, based on "informal guidance""

from Commission statT, NECA WQlJld pe:trnil menlber compwrie:; to "recalculate lheir fMe base

amounts to reflect negative A,;;counl ~340 balances" and to use the resulling adjustments for

purposes ofNECA pool seltlelllen!5 as well as ICLS and High Cosl Loop support. I'; In .fllne

2007 (ag.:rin uobeknownst to Innovative at Ihe time), NECA permitted compmies atTected by ils

'"jurmer prac/icc ofaUowing only posilive balances in Aceouut 4340 II} recalculate their rate

basil amounts asoociated with regulated activities 10 ret1eclnegaJive Acoount 4340 balances.,,17

Thus, for purposes oflhe lime period that was the subject ofthll audit al is~ue, NECA accepted

negative balances in Accounl 4340 in rale base calculalions fvr ICLS md High Cost Loop

support purposes. I!

Appendil> E (NECA Augu~t 201)6 Memorandum al I).

16 Appendil> C (Memorandum from Carol A. Brenuau and Richard R. Snopkowskl, NECA,
to General Conlract~ at all NECA Member Companie~ regarding Negalive Balanc~ in Account
4340 (March 9, 2(07»).

Appendi~ D (Memorandum from Corol A. Brennan and Richard R. Snopkowski, NECA,
10 General O;mtracl~ at all NECA Member CompJnies regarding NegaliveBalance Adjustments
10 Acooun14340 (June 13, 2007) (emphasis added)).

I! Innovative has no record ofhaving received either the Marcil 2007 or .lune 2007
corrc.pondeuce from NECA and or any inslruclion~, verbal or olherwi~e, from NECA personuel
regllrding its chmge in policy. Indeed, when NECA conducted a review oflunovative'~ 2006

5



On behalf ofVSAC. the Audiloroouducted anlmpruper Paymentlnl'ormation Act

("IPlA") perfonnance audit oflnnovative for the year ended June 30, 2007. Among other

findings that are nOI ar issue here, the Auditor fuund that Innovative originall)' repork.d

accumulated depuciation and deferred tax asset~ u~ing Innovative'$ local jurisdictional amowlt~

and thaI, based on then NECA policies, did not include negative balances in ACCOWII 4340, Net

non-current deferred operating income la.Jle~. in originally reported &la tor ICLS and High Coat

Loop support purposes. As the Auditor nDted. "[rJhe carrier was instructed by NECA that a

deferred tax asset ~hould not be reported in the rate base since it was an upward adjuslmentto lIw

rate ba.~e.,,19 However, because NECA subsequently changed Us policies regarding negarive

bajan~~ in Acoount 4340. the Auditor recommended lhat Innovative "report the deferred ta:>::

asset balanre a~ reported Ill' acCOWlt 4340 aud as separated throngh the Part 64, Part 31'>. aud Part

69 COSI studie_~ ful the applicable High Cost Progrwn filin);S."!~ The Auditor's recommendntion

regarding the tn:aanenl of Account 4340 is entirely consi~tenr willI NECA policies and

guidelines in elIed. during the nudit period, and the Auditor'.i proposed lIdjustment for the

recoguition of deferred lax assets was computed based on wnounts applicable for Innovative'~

interstate jurisdictioual reporting,

Nevcrthele:s~, USAC did not accept the Auditor's rcoommendation regarding Acconnt

(Continued ...)
o,;ost $tndy in the fall o{2007, NECA's repre~lativesdid not advise Innovative of the cl'umge 1ll
policy lIl11t would have pennitted Innovative to report negative balan~s in Account ..340.
lnnovarive did 1101 learn about NECA's change in policy regarding Aco,;onnr 4340 unlil 2008. at
which time, in cOll!ultntion with the Auditor, InnovJtivc dctermined thatl11e mO$t
administratively efficient marmer to address the i.isue was to submi t a cQrrected cost study and
USF dOlla through the USAC audit process.

19 Appendix A (Report on Follow~up to ExaminariClll HC-2007-382, McBride, Lock &
AS$odate~ Independent Auditors' Report, dated September 2 I, 2009, at3 - FINDING 2:
DEFERRED TAX ASSET).

10 !d.
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4340. In its Management Response to the audit, USAC disagreed with the Audltor's

detennmnlion that a negative ba1Mce (deferred tax asset) in Acwunl 4340 is allowable for

pu!po~es ofdetermining ICLS and High Cost Loop support. Accoriling to USAC, irulovative

"ncted consistent with the direction ofNECA, the Part 36 Colleclion Agent and COlmnon Line

Pool Administrator far the period in qnestion. USAC does no! a~""t contrary to NECA guidance

andlor NECA administrntive policies concerning treatmC1ll of deferred l.1.xe, withont guidancc

from the FCC'.:!!

Ill, ARGUMENT

The Commission should rejecl USAC's erroneous determination regarding the treatment

of a negative balance (deferred tax a~set) in Account 4340. USAC's apparent belief that

NEeA's policy in eITect during the andit period (July 1,2006 through June 30, 2007) was to

allow only po~itive balances (liabilities) in Aceount 4340 fDr ICLS Wid Higll Cost Loop support

PU!pose~ is simply wmng. Indeed, in its wriNen guidance i!isued in MaNh and July 2007, NECA

made plain lhatnegative balances (deferred tax asset) in Account 4340 were pennitted and

expressly allowed member companies to recalculate their rate base amounts assoclated with

regulated interstate activities to reneet such negative balances.

During the audit, consi~t~nt with the NECA policies and guidelines referenced above

(and attached to this Petition), lJlllovative provided the Auditor with corrected co~t study and

USF daln in support of the inclusion of the Company's interstate deferred tllX asset balances ror

all relevant periods. The Auditor agr~ with ImlOvative's po8ition on this issue and

recolmnended, consistent with NECA's polkies and guidelines, that Innovative indude all

applIcable mterstate deferred tax asset balances fur IC'LS and High Cost Loop support purposes.

"
:'oj.

[d. (USAC Management Response to HC-2007-3&2, dated March 22, 2010, at I, Finding

7



Not ~yrpri~ingly, Innovative's response to the Anditor on lhi~ issne wa~ 10 concur with the audil

finding:'l.

AC~"1Jrdillg 10 USAC, it is not at liberty to "act conlrary to NECA guidance and/or NECA

administmlive policies concerning treatment of deferred laxes without guidan~e fr,'m the

FCC.',21 However, while pa)ing lip st:rviCl' to NECA guidanoo and policies, USAC inexplicably

eitht:r ignored or overlooked them in decidi]lg 10 di~reganl applicable intl'ubl.e derem:d lax asset

balatlOO~ for Innovalive in dctermining the Company's ICLS and High Cost Loop support.

USAC's declsion is impossible 10 square with the guid:mce issued and policie!; ndopted by

NECA in March and July 2007 thai ICLS and High Cvsl Loop support for member companies

should be calculated by incorporating all applil:able inleI$t:lle deferred lax asset balances.

Importantly, NECA issued this guidance and adDpled lhese policie:3 after con~ultillg with the

COImnission on the proper treatment Dfnegatlve balances in AC<:OWlf 4340.

Cousisteul with NECA's guidance and policie5 and the Auditor's tindln~, Innovative

should be enlitled to incorporate all applicable interstate deferred ta.\ asset balances fOT ICLS and

High Cost Loop support purpDses tor Ihe audll period. TIIUS, the Commission should reject

USAC's determination to the contrary.

ld.

s



IV. CONCLUSION

For the foregoing reasons, the Commission ~hould rejecl USAC's delermina.tion

,~gan::lin!l the lrcamldlt ofnegalive balances in Account 4340 and in~truct USAC to calculate

Innovalive's ICLS and High Cost Loop support during the audit period incorporaling all

applicable iuterstate deferred In a~5el balanQls for lnnovalive.

September 28, 2010

9

BelID Loss
WILEY RE1N LLP
1776 K Street. NW
Washinglon. DC 20006
(202)719-7000



CERTInCATE OF SERVICE

I hereby certify that on thj~ 28th day of September, 2010, I caused copies of the foregoing

Request for Review By Virgin Islands Telephone Corp. d/b/a Innovative Telephone of Decision

of the Universal Service Administrator 1.0 be served upon lhe following party by 1irst-class mail:

Universal Service Administralive Company
Attention: David Capozzi, Acling General Coullsel
2000 L Street, N.W., Suite 200
Washington, DC 20036



Bt-fore the
FEDERAL COMMUNICATIONS COMMISSION

Wa.hiagloa, D.C. 20554

Reque~' for ~vi"w by
Virgin hlands Telephone Corp. d/b/a
Innovative Telephone ofDeci~ion of
Universal Service Administr8.lor

\
)
)
\
I
)
)

CC Docket No. %-45

DECLARATlONOF JOYCE A. CAMPBELL

I, Joyce A. CwnpbeU, do hereby, under penalty ofperjury, decl~ Md stale as lo][ows:

I. My ClllI1\e i, Joyce A. CilIIlpbeil. I am a ,,,nifled public accounlmU and iIIII employed by

Virgin l~lllllds Telephone Corp. dlbl~ Inno~'alive Telephone ("Innovative") on Conlrollu

- Jnl.emal AuditfSepiIIIIUOnstPlaIll. III thm capacily, I am familiar with the co~t studies

lind relaled infonnalion th31lnnovative file~ wiTh the Univer~al Service Administrative

Company ("USAC") and 'he National Exchange Carrier Association, Inc. ("NECA") in

connection with federnJ universal service support. I "l~ iIIII familiar with ,he audit

collducted on be.halfofUSAC regarding Innovative', wmpiiance with the requirements

of the Federal High CMI Universal Service ProgJ1lm for the period from July 1,2006

through June 30, 2007.

1. In acwrdance wilh Commission rules, 47 C.F.R. § 54.71l(b), I have re~'iewed the factual

"",,,..nions sellbrth in Innovll.tjve'~ Petition for Review lllld hereby ceniJy lhs! such

faclual .'sertialls are lIUe and correCllO Ihe best afmy knowledge.
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Report 011 Follow-lip to ExaminatiOll HC-2007-~82

Vioolco-Innovative
SAC 643300

Far the Year Ended June 30, 2007

HC-FIAJ42
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IIll ....." .'",W
"ANSA' eM. MQ O"~'
lElEPHQN[. IJ'~J '21"~l'l

FAC5IMJLE.I~1~1 "'.'~l>3
o.....v MC8.'DElOC'~AIl7HlINK.N!T

C~ITIIFI<D ".llll'l; ACCC>UNIANri

McBRlijE. LOCK & AS.'DCIJl,T:;

INDEPP.NDENT AUDITORS' REPORT

Wayne Scott
Vice-Preaident:, Internal Audit
UlIiver.lIll Service Admini9lIlllive Company:

We buve oomplekd II perf<lrmance audit oIVite.lC(l-lDnovlltiw: SAC 643300 E;r;amiDlltion He-2007­
381 (the "Beneficiary") during the year ended lune 30, 2001 in ~upporting the effi:etive lllld
efficient implo=c:nLatior. of the USF program llDd 10 help I:II!I\Ire thin I:IItities r'CCeivinl!; 8UppOrt (USF
''participaDtJ~) lin: in compliance with pro~ rules and Tegula1iDD£. SpeWically, this review
acJrieve9 the fullowing nhjectlv",,:

• To lI3'le~S compliance wi!h the Rules of the revised USF Suppon Mccheajl\Il1 calculation
provided by the Benefidaries 10 USAC in the farm of reti~ USF F01Ill3 or other-,

• To evalllllte the reillted annlunl.l of USF dUbur.ieulcn15 IDlllie based on ~lier fiJiugs Df USF
Forms, Il!i eompared 10 those, whieh would h4vl: b::lm mll<k based on the revised filini:l' or
other oorrespolldence, 8" calculaDi:d disblwe:men15 fur nx:<Ivery by USAC.

• Idenlify lll\!lllI fur improvement in participllllU' complianCe wi!h opplicahlt: law.

Our IITJdit WlIB a petfonnance audit eouducted in lllllllJtllance with Govel7/1M1'lt AwJiting SimldfP'd!
iMUed. by the CoDlplr1)ller Gellerul of the United States. ThoBe stwdwdB require tbal """ pl!m !lD.d
perform the audit 10 obtaiJI 9ufficient, IIpproprillle evidelllX: 10 provide n reasonable bB5is fur our
findini:l' lIrn:I CODc.hDio1lll based on our audit objc:tives. The scope of the engqelDCDt included
perfOmtllllce of 9\l<;h procedures, Il!i we oontidued neoeSllllrY in the eitt~ to provide B
iI:II5IOlIIlble ooi~ for our 1lSSe&l\Il1enl.

The~ and asoociD.tl::d findings are Ill: fnUOWl;:

Obl+fJ. Smile. and Mettwdolm
Mcaridc, Lock &, Assoeiales WlU initially I:IIgliged in 200ll 10 coodu.:t a complianee at.."Ullion
eJ<8lDiootiom ofViteloo-[nnovativl:'~ SUjJpM payml:llts fur the year ended June 30,1007. BecallSC of
the IIlllll(\Bted completion dH\l:: estIIbIished by the Improper P81Jl\enls Information Act, """ were
unable to obtain Illld pnx;es9~ evidential Illidtcr 10 e:usure oompIiance with IIpplicable
requiremenLs. Therefore, !he scope of our efforts WlU not sofficienl 10 erJIIbk: U9 10 npn::S!I an
opinion on whether Vitdco-bmovlltive eomplied wi!h !he reqTfin:meqLs Telative to the :iUpport
paynteots made from the High Co~t program. Thi9 perfunnaoce audit provides a completion of Lhl:Ise
efforts.

A limog of the specifie .me!hodology used in oohil:viDg the objectives i~ included in !be Appelllfix 10
this reporL

I



Audit Re"mlts
The items di!ICussed in this report are based upon our review of the CIll'rier's opemtions and test of
processes as listed above, Our re~iew III3S more limited than would be necessary to ell:press an
opinion On the carrier's USF progruDL compliance lIS a whole. Based npon the processell tested it i.'l
our opinion that the carrier is in compliance with USF program rule:; and regulatians, e)(Cepr :cl

folJoWll in the Detailed Audit Findings.

Detailed Audit Findings

FINDING 1: DETAJLEn SUBSCRIBER LISTING

Crtteria:
Pursllllllt to 47 C.F.R. Part 36.611(h) a rwal CIll'rier must submit to NECA the mnnber of working
loops fur each study area. This would include an inberent obligation to aceurulely report the
infOIIlllllion needed Cor NECA, as wen as, maimainiog sufficient documenLation to support the
inform:rtion provided to NECA pur:;uant to47 C.F.R, § 32.12(b).

Condition:
The carrier provided detailed SIIbscr:iber line COunlS that did nOl support in total the CategOl)' 1.3
loops that were reported on the HCL data ooUection forms lIS of December 31, 2004 and December
31, 2005. Thi: databases provided supported 1,633 less loops than reportOO fur December 31, 2004
and supported 1,201 less loops than reported fur Dec:ember 31, 2005.
Cause:

The carrier did not lllIlinlain IIIllldeqllllte art:mved copy of the loop count!l thai were used to populate
the data collection forms fur HCL.

Effect:
The loop oount ~arillOOeS r=Jhed in an underpayment of the $330,429 for HCL support for the year
ended June 30, 2007.

Reeommendutiou:
We recommend dnll the <:arTier archive loop counts reported to NECA for High Cost Progmm
Support.

Carrier ~pouse:
Vitelco loop CO\IIIlS reported to NECA for High Cost Program Snpport reflect the subscriber loop
qUlIIltities as of the end of the twelve-month reporting perioo in compliElIlCe with NECA's USF Data
Collection Instructions for Dara Line 040 (i.e. that annual USF data collection periods are fur lhe
twl:lvll-moDttu ending December 31). A s1lIJIJnal1 copy of the perioo-ending Service and Equipment
billing report that is the source for loop count infunnation is maintained by the Company in n hard
copy form.

In pmcIice the Company mainLains eledromc records only for the three billing cycles used 3S the
basis for customer billings. The d3tl:s of these cycleg do not correspond to the period...,nding dates
specified in USF dora collection instructions. For Ie!lting purposes USAC anditor:; reqnest electronic
records from the Company which, by definition, will oor=pond only to the billing cyclc dales ased
by the Company. Cansequenlly, any guhscriber chum tbut occurs between the period-ending date
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and the billing cycle dates for which electronic records are maintained will result in variances in
subscriber loop counls.

FINDING 2: DEFERRED TAX ASSET

Criteria:
Pulsuant to 47 C.F.R. Part 65.830 (a)(I) "The following items shall be deducted from the intenlale
rate base_ (I) The intenlete portion ofdeferred taxes (Accounl:3 4100 BIld 4340).~ This would imply
!bat a negative defl:IT'eO tax liability should be deducted from !be rale balle for Inlerl;lale Common
Line Revenue RequiIement development purposes.

Condition:
The carrier had a deferred tax aMel a~ of !be calendar year eoding December 31, 2004 and December
31, 2005. The 10m! of the regulated !l&$el "'as S16,29O,996 and $]8,353,763 l'or 2004 aruI 2005,
respectively. The baiBIlce was "",eluded from the PIIrt 36 illld PIIrt 69 separalioilli study compiled for
calendar year 2004 aruI lhe 2006-1 BCL filing. Additionally, !be 2005-1 BCL filing reported
$3,437,451 as a liabilily instead of an llIlSet. This represented the book value of !be 1M asset Wi of
December 31, 2004 bWied on !be local jurisdictiOll depre<:iation rate:; which differ from the interstate
depreciation rates wed 10 detennine regulated depreciation expenlle and reserves.

Canse:
The carrier "'Wi irwlruetOO by NECA thaI a deferred 1M :lSset should not be reported in the rate blllle
since it WWi aD upward adjustment 10 the rute bWie.

Effect:
The carrier WlI5 underpaid !CLS support since lhe deferred tax a5!IeI WWi nol in !be common line
revenue requiIement calculation. A motIetary effect was determined for ICLS pwpos= by
calculating lhe dl'ferred tax aS$eI and applying !be allocation faclon represenled in the Part 64, Part
36 and Part 69 separalions COtrIpiJed for !be year ending December 31, 2004. The effect determined
an approximate W1derpaymenl of ICLS S883,954 for the 2004 true-up. Additionally, the calculated
deferred tax asset baIance:l "'ere inserted inlo !be 2006-1 and 2005-] HCL filings. An lItl,derpaymeJll
of$1,936,890 WllIl calculated for HCL support for the year ended JlItl,e 30, 2007.

ReallllIW:udntion:
We recnmmend that !be carrier report !be dl'ferred lax a5!IeI balance as reported in 1ICCOunt 4340 aud
as separalf:d through the Part 64, Part 36 and Part 69 co~t studies for the applicable High Cost
Program filings.

Cnrrj~r Re.pon!e:
Vitelco CODcll!S with !his section.
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FINDINGJ: REVISED FILINGS AND ERRONEOUS REGULATED BALANCES

Criteria:
Pursuant to 47 C.F.R. Pm 36.611, " ... each Iflcwnbelll local exchBlige carrier (LEC) mll.'lt provide
!he National Exchange Carrier A:iSOciation (NECA) (established pursuant to part 69 of this chapter)
wi!h ilie information listed for each study area in which such incumbent LEC openles..." This
would include an inherent obligalion to accurlltely report !he infurmation needed iDr NECA, as well
~, mainmirting sufficient docwru:nlation to support the infurmation provided to NECA purEuant to
47 C.F.R. § J2.12{b).

Condition:
When reoonciling the Pan 64 regulated bil1ances to the P311 36 cost studies for 2004 and to lhe 2006­
1 and 2005-1 HCL filing!!, il was found that the balances originally reported did oot agree to current
information available.

Cause:
The carrier did a review of plant in service and associated depreciation expenses and reserves and
found !hat the depreciation eIlpense/; and =ves were [lot appiopriate. The depreciation
adjll.'ltmenls made were the resulL of the fullowing three issues;

1. Approximately $225,000 in depreciation expenlles originally recorded for central office
equipment were reclasaified to cable and wire facilities in calendar year 2005.

2. An incorrect amount Wll.il reported for interl;Late.related depreciation eIlpenses for aeriil1 cable
l1SsetII ofLhe 199011991 vintage:l; An adjwtmenL of$4,550,000 was removed from cable and
wire facilities depreci;rtion eXpen:le in 2005. An additional adjustment of $4,554,000 for
depreciation expenl!e and reallocation of cost of removil1 for the 199011991 vinlages of
U,279,OOO was made in 2004 creatiug a net adjustment of $3,271,000 in expenses.
Correction :lor Illis issue allected depreciation expen.'le8 and depreciation reserves reported
for Ibe period; and

3. CaleuiatioII.$ used to develop 2004 average depreciation reserve balances for inl.enlate C09l
study and USF reporting purpos.e'> erroneousiy incorporated beginning-ye"l: depreciarion
reserve balances related 10 !he teservCll [or local jurisdiction PWPOBes. The original regulated
reserve bnlance was reported as $193,531,000 and the revised reserve balance was ~npported

ll.ilS215,6JI,000.

We underntand tha! the carner was waiting until completion of the USAC!PIA round two audil to
submillbe revised 2006-1 HCL filing. The carrier did not revise the Part 36 and Part 69 0031 studie~

for 2004 or compilerevisiolL'l fur the 2005-1 since II Wall oUlside the window allowed for revision.

Effeet:
The supported regulated balances were inserted into the applicable BCL filing and resulted in an
overpayment of$4,JJ2,l 86 fur lbe year ended June 30, 2007, The supported regulated balances were
inserted into the p!lrt 36 inpllts, and allocated to internlate and common line based on current factors.
TIIis resulted in a $2,074,389 overpayment fur the 2004 lCLS true-up.
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Ihcommendation:
We recommend !hat !he carrier eoJUJI: lhat the regulated balanus are IIpproprialely reported on HCL
.filings and are entered into the P:ut 3f> colli study Ilejl8flllian•.

Carrier R""pon~e:
As reported in the McBride dral\, !he IlIllnetllJy impact of Finding 3 {In the HCl2005·l exelude~ the
effect on operating Iaxes of the exclU3ion of $4,~50,OO(} in depreciation eXpen:les. The lltloched
~prendshe<:t "Finding 113 2005-J Operating Taxes Effect' caleulllleS the aJlflfUprilllC Opetllting Taxes
input tor Row 650 of the 2005-1 USF D8.lll Collection Form. The.figure 'hDUId b.! Il!l shown ahove
and 1lS d"moD3lra1ed in the lIttllehed Excel wCllhheet "'VJIELCO USF 2005-1 Audit Finding 113
2.4.10'. Also, the 2004 rCLS monetary impact i3 inccn:ect 8lId the figure should be!l.l shown ahove
and as demom.trl!led in the allached Exw! worksheet"VITELCO !CLS USAC Fin.dingJl.3 1.26.10'.

Auditor CalUment:
The effecl of thi:l fiuding 1lS initially IIIaled WIlS modified to include increased opemtiug tax expen.llC
based on in=cd nl:t in.::ome cau:ied by the reduction 0[$4,550,000 in depI:eCiation expelllle for the
200~-1 HCl filing. The [CLS effect was modified due to an incorrect ealcu1Ption.

FINDING 4: ADVISORY FEES

Criteria:
PurSUBl'd In 41 C.F.R. Part J221{c)(3), ~A1l services received by a camer:from. it/; affilillle(B) tba.t
ex!1II: solely to provide services to member:; of the earriei~ COlJlOilite family shall be recorded at fully
di.mbut.ed C08t.

M

CnDditioa:
The carrier i~ charged advisory feell from their holding COtpOIlltion based an six pen:ent ofopenUing
reVelllle. The carrier did an internal review, after the fac~ of the fees asseililed to eDllllre that they are
~PPlOprialelycharged b3sed 00 fully distribuled CO$! of the balding company.

Can.1t':
The carrie~1holding OOlpOmtlon charged a a!x pereent fee bllllad On operating revenuC:i fur service:<l
provided.

EKed:
Advisory fees of S5.235,000 !Illd S5.053,000 were 1I11QCllied to !be carri<:l" for 2005 and 2004,
~vely. Such ullocation procedllJ'e3 do not ClUIw-e that tbe assigned ~~ls arc based an fully
dirtribmed costli.

The carri<:l" provided an inlemal review to llICerLain wheth<:l" Bdvi~ry fees were ~tative of,
and no greater than, fully distributed CO~IS. Our re";~w of the inlemal 8lI~IYli~ indicllled that Ihe
El!isigued~ were representative ofand no greater than fully di:itrihuted COOl./;.

Reeommendation:
We recommend the! !he carrier modifY itli pr-ooedw-e. 10 ""-5l1re lhat the advi5Of)' feell llIlSC:i8ed are
eqll~l to the !lCto.al full~ distributed CCiils of!h~ .dli~ry s~rvjces provided by the ootpOIllle pererrt.

Currier RnP0lL'le:
Vitelco coucurn.



FINDING 5: DEPRECIATION EXPENSE

Criteria:
Pursuant to 41 C.F.R. Part 323100(a-c) a c;uri~ mUDt record in Ilv: P:lrl J2 ilCCOunt 3100 the
depreciation expense charged [0 P:lrl 32 acrount 6561 IUld upnn retirement c[ assets, account 3 I00
shculd be clJarged with the original COI't of the property I"I'!ired plus the coil nf removal and credited
with salvage value and any inrunll1'" proceeds fecoVl:l'eOi Thi. would include an inhe;r-.:nl obligation
to enfl\Jre that accumululed depreciation recorded would not exceed the value of the plant U8et~

unlesB depreciation flltes are Be'! lCI jJlCOrporate the cost of removaL

Condition:
A comparison W!IlI performed bel'.Jrem the plant ballUlce and the llllSOciated accumulated depreQatiDn
bailUlce lCI det<:rm.ine wbether plant !IlIset groups were over depreciated. The C(lmparisoll indic.:lled
five regulated a5~et group. that were deprecinted in excess of the plant balance and associated lIet
~a1va@e faclClr. The lCItAl amDun[ of resel"l'e:'; in excess of plml in service was $4,664,000 and
SJ,.~17,OOO fur 20l)llllld 2005, respectively. Additionally, We noted two asset gronps in whicb there
were no plant balBrlce.; however, there was an accumulated depreciation balance.

We reviewed the depro:;jfition schedul... fur December 31, 2004 and 2005 to eosure that Ilv:
<!qJre<;iation rlllel applied were approprime lind clerically accurate. However, the audit could Dot
validale the !IlIset balances per vintage year with the information provided The beneficiary
deprecilltioo .loChedul~!Ire maintained by~e year. Au anal)'llil W!lll perfDlIllOO to determine if
the planl hallUlces by vintage year agreed 10 the De>;:ember plallt in service balances fur 2004 md
200S. In 20D4the plllfll ternpllliell, which were wed to populate the HCP fIlings, 'lalOO a total plant
in sc:",ilX blliance of $296,675,451 and the depreciation schedules prDvided. a balano;;e of
1296,140,114. The variance was 154,723 which is an error Tate of 0.02%. This difference wM

immaterial to lCIL'd plllIll ir, ~«vice.

The ~ame anaJ)'lli1 was perlDrmerl in Z005. The plant templates used to populate the HCP filingl
Ilated n total plant in service balance of 1291,849,728 and the deprecintion .ched.ule. provided a
balance of$291,767,242. The variance w~ $@2,4ll6, whicb i~ an Dmlr rale of0.03%..

Variallces also wt betwe<;ll eslet cl!lllllificaLiow when comparing the depredation .loCheduies with
the plant tempJalell. The monetary efiect of the varianOl'B was immaterial wheu in!lerting the
depre<;iation sclJedules aupported balances into !he appJie;,.ble HCP filing•.

Depreciation e>;pense per the tria! OOIance Willi $24,534,684 and 120J22,082 Icr 2004 and 2005,
reapecQvely. Given the volume ofdepTecialion e~pelllle. each ~ar Lne issues mentioned above could
result in lID erroneous support paymeut Ihat could be maWriai.

Cause:
The carrier had inadequate prDcedures to ensure lhm th... depreciable allel balances III the~ of eacb
fiscal year reconcile to the plant in service balance per IIlcir fin:mciRh. In additiou, the curier did
not adequately e[,"ure that :lCcumulated depreciation for the ..,et group.'! did uot eltceed the pl:mt
balances altar comideriug salvage and co~t ofremrl\la1. Apprupriale depreciation sc.hedule< were not
maiULained that BIlpport balan""'i reported on the lrial balance.
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Effed:
The audil did an analysis on the acrount OOJanees in whieh the carrier exee~sively deprecillred the
asset. The exe~ depreciation expe.nse of $478,000 and $730,000 was removW and accumulated
depreciwion was tMn adjusted tor 2004 and 2005, respectively. The corrected dep~lll.ion exp<:.nSl:
and reserves were inerted into the applicable high COSt f= "The effecl result"'" io an OVelJlllyrru91t
ofS30,531 fur ICLS 5upp0l1 fur culend&' yelll' 2004. Additionally, 8.0 underpayment 0[$89,706 was
calculated fur HCL iAlpport foc the year ended JUDe 30, 2007.

Recommendation:
We reconunend implemtmting oonLinuing property records thld record ooditions and retiJements
within one system It> m.<UIl' 1hal lhl! plant bll1ances I'Ccolll:i1e III the finan.:ia1 slalemt:nlli and 1lte
COJreCl bulances are being UIIed fur the ealculation of depre<:ifttion CICpeDSe. We WSO l'CWIIlIllend that
the carrier implemelll procedutn 10 ensure thelllaet gJ<Iups are nOl depreciated in ex.ccss oflbe coilt
of1lte aaset. Additionally. !hi! ClIITier sbouid ensure that Ibe p[1ll'I1 balances used fur the application of
!he depreciation rBlIls sbou1J:l1lgtre III CPR records and the Part 32 accounting reoord.'l.

Carrier RespoDse'
As reported in the McBride dnlft. the monewy impael ofFmditlg 5 OIllbe HCL 2005-1 excludes the
effect on opemting~ of !he ""elusion of $290,000 in depreciation expel\llC'S. The attached
spreadsheel1'wdi.og. 115 2005·l Opentting Tues Effed' calcu1a.tes the appropriate Operating Taxes
input foc Row 650 of !he 2005-1 USF DlJIa CollecriOllS Fonn. Thll oorree:t J.DIOUDt of revised USF
funding is calcWDted in the lI1IJlchai fucel 'oYDI'bhf,et "'VJ'rnLCO USF 2005-1 Audil Finding #5
2.4.10'.

As reported in the McBride dml\!he moomJy impllCl. of Finding 5 DO the HCL 2006-1 excludes the
effect DO opera1ing lIlXe:!I of the exclusion of $25,000 in deprt:o:islion eltpeIllie5. The altBched
spreadshect'Ymding 115 2006-1 Operating Taxes Effed' Cl1cuJates the approprillte Clpemting Taxes
input for Row 650 of the 2006-1 USF Data Collections FoIIIl. "The eom:ct !lIDOunl ofrevised USF
funding ill calculated in the attached acel worksheet'VITELCO USF 2006-1 Audit Finding 1/5
2.4. ](I'.

The molle!mY impitct. of these two correclioll'; on tola! HCL futtding is ~own above.

Also, the 2004 ICLS monetary impllCl is inwIlCiOt and the figure should be as ShoWiI above IIIId Il5
d.em.OllBlmted in the lItlached Excel wooobeet"VITELCO ICLS USAC Finding 115 126.10'.

Auditor Comm,al:
The effect for the HeL support Ill; initially staled IIIllS adju:;ted to reflect increased lIlXes due to
reduction of deprecialion expense. No adjustment.<l were deemed neces5Elt)' fur ICLS support Ill;

snggesled by Clll'rieI.

This report is intended solely for the infoIIIL8tion llDd IISC of UniveIllllI Service Administr.Jtive
Company, the FCC and the Carriee and is Dot intended to be and slwuid llDt be u:;ed by anY0De o!hl!r
than these specified parties-

~f~
McBride, Lock & As60ciales
September 21, 2009
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APPENDIX

I. Rellults of PreviolU Audies
• DiscllS8 ~wue of prior lIlIdit effort. and the impe<:t of thol'o<' result'! and slatu.. of areas

compleled with the Benetkiary.

II. Deledlng Fraud, lUegal Acts and Abuse
• r>O<:umem in the work papers My Ilignificant issues of nOll-compliance, potential fraud r>r

irregul1llilies, abuse or other problem. idlIDlifie.d dw-ing the engagement.

Ill. Deficiencies ill Iutemal Contnll, Frand. or Abue
• Document findingil, deficienciCli :mdlDT other DI.l1en rl':rolling froDl lhe procooures

performoo in. SUII1JTllll'}' ofFindingl; DocWll<m1.

IV. RepurtiDg Views ofRespomlble Officilll
• Conduct background checks on the kcy executives and nlanegcnlIDt (If the Beneficiary who

hlIve signed the management a.nertions I\l\d who are recogni7.ed from correspoodel\Ce &; key
officials in Vitelco and obtain written COOllTlents on all findings from ll\llllllg<:mmt (If the
Beneficiary.

V. Gtilend
• Determine thut .ffililltes identified lII1l booked io non·reguIBt<'.d BffiJiBte:;l to euPP'Jrt llun­

regulBI<'.d income

VI. Curiers Eligible fot Univenal Serville Support:
Review the fullowing to eIIliure tilal the Cllrrier ill cligibJe for USF:

• Provides all eervices designated "-'l requital for eligibility under47 C.F.R Sec. 14.101

• They ace offering the suppurted services pur.;uanl to 47 C.F.R. Sec.54.101.

• Obblin Ii list of service:! offered and oompareto reqnired services iu 47 C.F.R. Sec. 54.101

• The beneficiary properly advertisoo the BvailBhility of services and charges therefore using
DlediB Df general dislribulion"-'l requiroo onder47 C.F.R Sec. 14.101.

VII. ICLS &; HCL
• DelcImine e;l;Jmilililion requireme~Lo; fur each funding quarter WIder review by =ining

the Beneficiary's ICLS and HCL disbursemenl data for the ex3rniIL1tion period July I, 2006
to JuneJO, 20m.

• OJllfinll that ihe actual annuBI dala (firJancial data and line C<lunt data uliliz<'.d in Block 2
~at.:;ulJlion5) J~ to the Form 509 dalll obtain<'.d from the Beneficiary.
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• Reconcile:

o Un-~epllnlted oollar unounts used in the applicable Part 64 coat allocation input to !he
Gencul Ledger !llI.d 10 Ihe audited Financial Stllemenlll and require the deregulated
amounts \0 be able 10 reconcile 10 lhe "'udiled financial•.

o The regulaled amounlll included inlh" Form 509 to lhe <:0:<1; study outpulli.

• Rccelc.ulale CllIrier Common Line Revenue Requirement(CCLRR) as per FCC guidelines
by lJacing the Revenue Requirement(RR) from the Pm 64 cosl allocation study aDd cost
.rudy workpapel'1i 10 Pm 36 SepllCation Study and then to Pm 69 Separation oulpm.
Confirm/hal the CCLRR agrees to the amounl reporled on Fonn 509.

o The Part 69 .iepIlI1Ition mel.hodology.

o The Pm 36 separalionmelhodology.

• Oblain an underslandiug and evaluate of !he pr= Md pmcedlUes around the filing of
Form 508.

• Examine the Beneficiary's supporting ooCllOlenllltion Md enoute that the projected common
line revenue n:qnirement and revenue dPl8 (CeL, SLC, etc) are reIl!oMble and adequalely
supporled.

• Obblin IlII updated CAM containing the Part 64 allocation methodology bMed on FCC
guidelinCll fur IlJ1d ensure that it ill reasonable.

• Review IlJ1d 1l35e1:13 \he reWlonable.nes5 of \he Beneficiary's Part 64 allocation mcthod Used.

• Delr:mUne \he ba:le factul'1i used in the depreciation calculatioll.

• Delcnntne and evaluate lhe process wed to handle asset retiremenls.

• Complete !he lIIlIlerialily analysis for all accounts included in lhe Form 509 and identify all
of the mnteri:l[ ~owllll fur additionaltesling. Expand and finalize all other malerial aCOJW1l
.5Impl.::<i previou.ly tesled.

• Review and ll.i'es.'l Ihe reas"nablen.::<is of lhe calc.ulatioll of the Cosh Worlcing Capilal
(ewC). Make additional inquiry if the LAG factoru~edis greater than 15 day. or 0.041096.

• Oblain M understanding of the methodology and categorization of lhe Opereting taXC"5 and
of Net Non-<.-'Urrelll Deferred Operating Income Taxes. AMeI;s reasonablenG'ls of
mcthodology.

• Agree lhe dollar amount and confirm thar the calegorizalion of the supporling
oocwnentali"n into lhe appropri.te Opa.ling Taxes IlIId of Nel Non-current Deferred
Operllling Income T:uCll accmJnl.



• CDmpletl': the review of the depr~cjaticlfl e~pel\.'le~ recorded. The depreciation calculation
hM been modified subsllICltiaily from the initial cost study aubmi~sion and is coMidered a
high-rid, item becaWl<: of th" rlqJ=iation rate~ used rnd the in~dequaCj' of the Property
reoonb. En~UTe that thll d~iatjon mles lIud expenses rerorded are reasonOOle. CDnfum
that the corresponding aaumuhteJ depreciation is properly recorded in the Genenll Ledger-.
Confirm that the depreciation ral.ca are authori~ by the Virgin blrnd's commission or Un'
FCC.

• Reconcile the Property record to the COE accounl bal~nce in lhc General Ledger and to the
Part 64 Study regulated balance.

• Evaluate the uCOE Total Company Slllmmll'yby Exeh.mg..~ Or 3imiiM "'orhheet

• Using current COE study reconcile the Cat 4.)3 uWe.<bneol calculated in "COE Total
Company SIIDl1IIlIl')' by ExchElllge~ or ~milar wolbhed above to the Cll1 4.13 in the form
filed.

• Document the difference in the C&WF balonoe and the aceourn bWance in the GeQeral
Ledger. ReqUMt that Viteloo perfonn a ooc\JlIlenltd reconcihariolL. Test the rooanciliati{III.
Far un.'<IIpported or un-reoonciled amounta, provide 'n adjuwnent 10 lhe GenmLl Ledger.
Review the supported balances of the C&WF study I1lId. l1lIy additional supporting
documentation for reawnableness, relevrnce, accuncy, correct caeegpm:alian and allocation
ofoos!!;.

• Re-perform calcuiation in the bll3e yem- slUody for s ~ample ronte selected end note if the
study is re.l3Ollolblt'.

• If Viteloo cho~e La freeze allocation mctoTS (Yr 2(00) obtain eom:spoDrling communication
lD the FCC commw1iating the fr~e.

• Observe whetber the re8Ulll1llt data matches the dllla filed for Cosl Study Avenlge Coole lind
Wm: F<Jcilitie~ Cat. t· Torall'Jr.change Line C&WF in the forms filed.

• Assess the reaJOllolblClless and reconoile the SLC Revenue reported on Form 509 to the SLC
Revenue included in the Income Sllltcmcnt and La the applioableForm 499·A.

• Reconcile the total SLC RevC/lue reporredon tbe BC 24 month view to the Form 509.

• RandORlly ~e1""t 3 Sllll1ple li-om the applicable year rnd obtain the support for the SLC
amounl reported on the EC 24 month view for the selected months. For the -ilClected months,
request the end us.:r billing. Reconcile tbe reported revenue on ([le BC 24 monUt view for
llJe selected months to the end u~er billing ~upport obtained.

• Assess the reEl$Onablenes~ rnd reconcile lhe CCL Revenue report<:d on Form 509 to 1""
CCL Revenue included in the lnrome Statement rnd La the Form 499-A.

• Reooncile the tolal CCl Revenue repurled COn the EC 24 MonUt View to lCLS Form 509.
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• Randomly ~elect a sample from the applicable yew- and <lhlain the support fur the CCL
amount reported On the 24-month view lor the sele~led months, For the ~elecled months,
TeqUe:st the colTe8ponding CABS Billings. Recl;Iucile the reported revenue on the 24-month
VIew fQr tile seleded months to the CABS billing suppon: olnained.

• Reo:mGile the lntal End-u~er Suh~criherLine Clwges, End-user lSDN Port Revenue and the
Spec!.! A= Surchargea reported On Form 5()~ lO the Income SllIlemenland the EC 24
MonU, Vit:w.

• Evaluate and review uurollectihle h<l.1an<::es.

• If Ihe End-UBer SLC. End-ux.: ISDN Port Revenue, Speci<l.1 Acc<,:g. SurchargC3 and/or
Common Une Revenue On FOrni 509 :lte zero, confirm there are no End-user SLCs, End­
w;er ISDN Port Revenue, Speci<l.1 ACGeIld Surt:harges, and/or Common Line Revenue on the
source documentation.

• Proje~ted dala- Assess and ev.'Iluale the reasonableneas of Ihe projected data filed hy
comparing the projected lll1IOunts to the True-up amoant!l.

• C<Jmplele!he lests of Property Records pertaining 10 W!>rk ordet'!l, invoiue:l, capitalized
\~bor, mBl<:rid~ aDd 5lIppliea, Illld indirect co.ts.

• De1erm;ne the lIlJlOunl of Wl!IUpported or inappropriate amoanl8 included in !he Property
Ree.on.l.

• Obat:rVe ....hether the resultanl dala matches the data filed fur Cost Study Avernge Cahle a.'ld
Witt Facilities C~t. 1- Tola! ExchangeLine C&WF ill the fuml:l filed.
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USAC
High Cast and Low Income Division

Dale

Subjecl

USAC N1anllgement Response

Mar~h 22, 2010

Improper Paymenllrrlormalion Acl (IPIA) Audil '" Ihe High eMt Plogram or
V~"loo-lnnDvaliY". HC- FL-042. Follow-up AUdit to HC- 2007-382

USAC mill1i1gemenl has revi9W<>d 1M IPIA pB~Ormill1"" audil crt V~lllro·lnno"alive ("he Carrier").
SAC 54.3300. The audit hrm McBti,te. Lodl II AS~DciaID5 has ..sued rBcDmmenda~ons in il~

lollt>,..-up aud~ repo~. Our '''''ponse 10 Iha audil is as lol'ows,

FlndilJR'
Cono;lilion;
The """ie, provided delailed subscribe, line cellols tI1al did nCI support in IOlai Iha Category 1.3
loop!< thai w","a ,,,ported on Iha Hel data co'lat:rion forms B~ 01 December 31, 201)4 and
D9r:>l'mb..r 31, 2005. The dlltebenl pn::lltidea supported 1,633 leta loop~ then r"pMIld lor
Decem!». 31. 2004 and supponed 1,201 l&M loops IMn repDl1Ild lor December 31, 2OD5.

Manageme~1 Response,
USAC High Cosl managemenl GoroJr!> wilh Ihe auditnr Failure 10 submil arewale line counl
dela mey ruu" in incorret:1 paym01nl9 "om th01 USF. It Is tha obllQlllo:.n of a carrlO1' 10 anSur9 Ihal
il19 providing eCQJ'Il\$ dllta consi'I01nt wilh FCC rulal.

While USAC mallagemen1 und9rslands that quartllrly and annvally repo~ed dala are often
".ported wnsiSlent with a Galrier's billing cycle. and that reporting basad on billing cycles is a
standald industry practice and lypically results in a d& minimis variance from data reported as of
Iha monl/1 end. th01 prac~ca is n_rth01IIlSS contnuy 10 FCC rules. USAC management rem;~ds
the Calrier 10 subm~ dala u~der Part 36 of the Commission's rulas consisfent with the Part 36
deadlines, a~d thai it is tha Carrier's responsibilily to ensure the accuracy of the reported
informalion

Finding 2
Condition'
The carrier had a defened till< ass'" as DI the calandar year ending December 31, 2004 and
December 31 . 2005, The tolal of (he regulaled ass'" was $16.290.996 and $1 8,353,763 for 2004
and 2005, resp9Ctively. The balance was O1xclud01d Irom Ih01 Part 36 and Part 69 separations
sludy compil9d lor calO1no;lar year 200~ and Iha 2006,1 HCL filing. Additionally, the 2005·1 HCL
filing reported $3,437.451 as a liability iMlaad crt an MMI. This represenled Ihe book value 01
the lax asset as 01 Dacamb9r 31, 2004 based on Ihe lo~al jurisdiction deprEdalion rales whi~h

diller from Ihe inlerstala depredation r~l8S used 10 dalermine regulated depreciation expense
a~d reserves.

Managen,enl Response:
USAC disagrees with the aUd~o' li"dil1g. Tha Carrier at:1ed consistent with the dlreclion of
NECA. tha Part 36 Dala Collaction AQanl aM Common Line Pool Administralor lor Ihe period in
question, USAC does not act CDnirary 10 NECA guidance andlor NECA adminislraUve policies
concerni~g lrealmerrl 01 deferred I"""" wilhoul guidance Irom (he FCC.

No further aclion is required 01 the Cerriar con~erning Ihls finding.

2000 L81reol, NW. Suire 200 W..~I"IIlo". DC 10036 VtOce 20<.na.0200 F... 2D2. ne.DOeD _.u""".CIIQ
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Finding 3
Condillon:
When reoondling Ihe Part 64 regUlated balances 10 Ihe Part 36 COSI sludies lor 2004 and 10 Ihe
2006·1 and 2005·1 HCL lilings. ~ was louod Ihallhe be.la"ces c'iginally ""ported did nol agree 10
current irr!ormalion available.

Management Response:
USAC High Cost mllflagemenl oonours wilh the audilor Failure 10 submil aL'Curale linllflcial clalll
may ",suit in incorreol paymenl. Irom Ihe USF II is Iha obligalion 01 a ~arri~r Icensure thai il is
providing accurate data COn!istent wilh FCC rule~.

As diroclBd by Ihe FCC, USAC is obligaled 10 implement all recommeooations arisjnglrom lhe
audils Including recovery ot lunda lhal may have been improperly disbursed 10 benelldarie~.

Theretore, USAC will recO'o'er High Cosl support in Ihe amount 01 $6,406,575.

Finding 4
Condition:
The C8l"rier i6 charged advisory fees Irom Iheir holding corporation based on six percenl 01
operating revenue. The carrier did an internel review, efter the lacl, ollhe lees assessed 10
ensure U'181 U'1ey are approprialely oharged besed on fully distribuled cosl ot Ihe holding company.

Mllflallem"rr! Response:
USAC High Cost management concurs w~h Ihe aud~o'- Feilure 10 aubmitaccurate Iinllflcial d<rta
may resuilin Incorrecl paymenffi lrom the USE II is the obligation ot II carrier 10 ensure thai it is
p~dlng accuralll dala consislenl wilh FCC rujes. USAC nOlee thallhe audilo~s review of lile
Carrier's intl!rnal review "indicated thai the assigned cosls were reprasenlalive and of no greeter
Ihan fully djstriooled costs."

L:SAC recognizes lhe Carrier ha~ modHied its processes related to Ihis finding since bllflkruptl::y.

USAC noles thallhe audllor did not quanlify a monetary elleel end did nol recommend reco."'Y
ollunds lor Ihis llooing.

Andlnp5
CoMlti"n
A comparison was penolmed between the plant balance IIfld Ihe associaled accumulated
depreciation balance to detlllmine whether plant asset groups were O'o'er deprecialed. The
comparison Indicated ro.e reQula!lld asset groups that were depreciated in excess ollha pjarr!
balance and associated net salvage factor. The folal amount of reserves in e~Ces6 01 piarr! in
service was $4,664,000 and $3,527,000 fQr 2004 and 2005. r<npeclively. Addillonally, _ noted
two asset groups in which fhere were no ~nl balances: hOW6-er, there was an IIflcumul..led
deprecia~on balanoe.

We reviewed lhe depreoiation schedules lcr December ~ I, 2004 and 2005 to ensure lhal Ihe
depreciation rates applied were appropria1e and dericeRy accurate. However, Ih"lIIJd~ could not
vajidale the asset balarmes per vinlage year with Ihe information provided. Th-a beneticjary
deprecialion schedules are mainmined by \!in1age year. An analysis was performed to delermine
~ the plant balanoes by vin1age year agreed fo t~e D_mb$r plar,! in service balances tor 2004
and 2005. In 2004 the planl tempw.les, which were used 10 populate ihe HCP tilings, staled a
tomi plant in service balance 01 $296.675,451 and the deprecia1ion schedutes provided a ~alilnce

of $296,740,174. The variance was $64,723 whi~h os an error rale 01 0.02%. T~is dlfference....as
immalerial to lotal planlln service.

The same analysis was performed in 2005. T~{t planl templalM used 10 populale Ihe HCP lili,lgs
stated a lotal plent in service balence 01 $291 ,649.726 and Ihe depre~ial.ion scl'edulel provi6ed a
balance "I $291,7e7,242, The variance was $62,465, which is an error ra.te 01 0.03%.
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Variances also exisl belween asset c1l1Ssilicalions when comparing the depreciatioll schedules
with the plant templates, The monetary elfect 01 the var>ances was immaterial when inserting Ihe
depreciation schedules supported balances into the applicable HCP liIings,

Deprecialion e~pense per the trial balance WaS $24.534.884 and $20.322.08210r 2004 and 2005,
respectively. Givan the voluma 01 depreciation expense, each year Ihe issues mentioned above
could resull in an erroneous support paymenlthat could be matarial.

Management Response:
USAC High Coo( managemenl concurs w~h the auditor, failure 10 subm~ accurata tinanelal data
may resull in incorreCl payments from tha USF. It is Ihe obligation 01 a carriarto ensure Ihal Ii is
providing accurale data consls(enl with FCC rules,

USAC managemem directs Ihe Carrier to implement internal comrols necessary to review and
reconcile source documenlalion and reported USF dala prior to submittal of USF dala, and
I6ques15 Ihatthe Carrier provide a dalailed update 01 speoffic oorreolive aclions no laler lhan 60
days aller receipl oltl1is managemenl "",ponse. (Please send lD USAC High Cost al
hoaudi!§@uSIlO.orgwhensubmittingthislnlormation.)

Alldll Recove Totel

"" ICLS Rndin Total
Findin , $330 429 . $330 429
Finclin , 4332186 2074.369 6406575
Findin , 69.706 30.531 59.175
Mechanism Tolal $3912.051 $2.104.920 '6016,911

This concludes lhe USAC managemerll response to Ihe audit.
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USAC
Bv CurJiroft<i Mail R8tl1m RSC8ipl RegU6~tild

July 30, 2010

Joyce Campbell
Controller-I rrlern~1 AIld itIPlanl/Separabons
Vi l"Ico-IMOV8Iiv",
4511 Tytu Par!( Mall
SI Tl>omas. ...., 00802

High COBI and Low Inoome Division
-~

Re AcOOn to be Taken Re:sullirg from Hjgh Co9IAuo:ll ofVilel=-lnoovalive (SAC &133001 Aud~

Repof1l-1C-FL-042. FolloW-Up Audit 10 HC-2007-382

DearJ~ Campbell:

A IOllow-up audit ofVilelro-lnnovabl'll for Study Area Code (SAC) 643300 was conducled 00
bl!hall oltha USAC Internal ALlert Divi~;on (lAD) and !he Feodersl CommunieatJone Comm;.,;;"n
(FCC) Office olln5pec1Dr General (OIG) for "'.. period Jl!ty 1, 2006 through June 3D, 2007. The
"nal report from that rollow-up was sent 10 lIle company en Juty 26, 2010

As is USAC's po.'icy with ooverae or diiiclairne< opinions, Ihe follow-up audi! was required to
quanUIy the monetary etrllCl of audil HC-2001_J82 conducted by IkB~. Lock & Mooc"""".
The ertl!cl quantified will reaylt in a rerovery ot $6,015,971 of Hig~ Cost sUpfKJr1 for SAC 543300
PIa21ae rere' to lhe 2lydit repDrt "" dlll3ils on the funds being IBC<Ivered. USAC will recOVer the:;e
flJllds from you' October 2010 High Cost aupfKJr1 P<l1menl, ",hich ",ill be disbursed allhe end of
November 2010.

Consistent wllh CUl'llnl administrative practice, if Ule reoovery amount e~ceed.- the company's
dlsbursemenl for thai month. USAC 1"111 continue to offset the rnmaining IBC<lYery amount balance
allajnsl sybaeoyent High Cost support diSOOrl;emenls until "UCh time a5 the. lull emounl is
recove03'd". If necesury, USAC (es_s the right to invoice and collect an1 ",maining amounts
OIWed •

A5 is the case w~ an1 ded610n 0' the USF Mmirlistralllr, you hav"ll1e right to appaa( this
decision direc~y 10 the FCC pursuant to 47 CFi'l. § 54,719, The appeallnusl be /iled Wlthin 50
days or lh" dale of lhis letl9( as required by 47 C.F.R § 54.720(21) and mYsl conlornlllllhe ming
reoui",mento 0' 47 C.F.R. § 54,7<1, Addrnonal informalion about the FCC appeals p;ocess may
be found at htlp'ltwww.usac.olglhcleboutililina-appeals.aspx under "OPTION 8."

sinceorely,

Cmig Da1tis
Director. High COM

'000 LStreel, Itw. Sol" 200 we.nlng'on. DC lQO'" Voice 10, 770 D10~ F" 202,'i6.MlI0 "_,U""-"'O
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NICA:::>
BD 80ull> J.rr.roon R",,~

Whippany. NJ 01911

Cat.1 A. RtMn.n
V-". P,.,ddon,
Indu'lt)' R.I,,",,,s _W..,

Rlo~.rd R. S"Qpk..,~
\0<8 Pr..;d.nl
IMu"')' ~eJ,.jons·Ea.1

M;lr~h 9, 2007

Volo., :181"191-4402
'''' ~~O,51_132eE_,,,,"· <t><.nn.@'f:<O,o<g

Vg;"" ."....-&31.
F." ~OO ~2j.-B56~

E·"·,.,,.. ,""~o@l.o.,,,,g

IQ:

Subject:

General ContacLs al aU NECA Membt-r C(lmpalllCs

Negative Balances in ACCOUDl434(l

l~'l Angust we communicated with you regarding negalive balances in Account 4340. The rea>C>Jl~

n~gatiVI: balance. might occur in lhi~ !lCcount are compleil. To prevent Accounl 4340 bDlllnce~ fwm
Increasing the rale base NECA allowed cn[y posiljve balance~ for reporting purpo~c, pending
clarifieDI;,m hom the FCC.

Since lh~n We hove h.Jd severul discussions with FCC staffon this subject They recenlly pfDvided
us with illfonn.:>1 guidal'l~e that ilie CommIS8ion'~ Part 65 roles do n<;>t n~~e""arily prohibit upward
adju:>tme:nl.ll to the rate b:l/;e rdlecling negative balance6 in Accounl 434(1.

In confoJ1lWlce with FCC ~t1ffviewii, NECA will therefore pem'il alTected cotilpanie~ to recalculate
their rute hase mlOUnlS to reflect negative ACCOWII 4340 balance~. Resulting adjus(ment. will affect
NEeA pool ,ett[emen15 ~ well as rCLS, LSS and High Cost Loop ,uPP<lrt amount';

FCC ~talT clarified they were not e;o:;pressing an opinion on the validity of negative balances in any
camer's accounts, only thlll the PIlrt 65 rules do not support an automatic limicllian on upward rate
base adjustments. All C<llTier accOlmt iug dab. iDe luding entries that cause negative balances to OC~'Ur

in Accoun14340, must continue 10 he in cornplianre with applicable FCC lules aud regulations, and
must be certified by an omcer of the company. 111 addition, FCC ~taffh:l/; requested thai NECA
review with them material carrier adjuslJnent'; prior TO inclu~ion in USF daLa submisiiioll' and pool
reports. In conjunction with thi), c.arrius with material negative balance. may be asked by the
Commission to explain the rea~ons f", these balances

We appreciate your patieuce while we worked with member companies, iudusny experts and tile
FCC on this issue !fyou would like to make change, to previously-adjU:>led Accaunl4340 data ar
have oth~r que'lie>n6, please contact your Region Member Service Tcam for further a&.istln,e.

Smccrcly,

cc: Authon"ed Conrultallts

E..,,," R,o","
PH BOO_"'"''''''
FX 800_22"_""'"

..,,,,,,,, ".,100
PH 80~',,","";

fX '00_"""''''
Poo",o R",","

~~""'·n'.....
ex ODI>-J"""'_'

..''''.......'0"
PH '"""",.,,,," _.,,-,"'"

So.........."' ...'oo
PH 800-3S'_'.'",x800_"'_"",

"'''10m ""';0"
p~ 000·'.",=,FX 800-"'_,,,,

"o~h Co"',, .....''"
PH 800_"6-<1180
FX "00-30'_5058
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NECA J
80 South JeffelBOn R""d
Whippany, NJ 07901

Carol A. arnnn.n
Vi"" president
Il>;Iu.lry RelalioIlS • Wo.1

Ric~.nl R. Snopk"",.ki
\Ii"" p""iderJl
Induslry RIlI"ons • East

I
JUlie 13, 2007

I

Vol"", JOJ.f9J.44Ql
'O', 6OO~11-1Jl~

E·,,,.II: ""'""O"@nn"".0"ll

Vol,., 17].0114-5319
f",'~GQ:ne·M6J

E..,.."", .......p<o@o."".or.

TO:

SUBJECT;

General and Pooling ContacLs at Select Cost Companie::

Negative Balance Adjustmenls to Account 4340

r",e-·jNi'li.i,~:'iUL!'~.lI:'iI~~~~;w.b41aIrces
As we indicated in our March 9. 2007 letter, companies aflecled by NECA's former practice of
allowing only positive balances in Account 4340 may choose to recalculate their rale base amounts
ElS~ociaLed with regulaLed activities to reflecl negative Account 4340 bBlance~. Adjustments will
affect NEeA pool settlements a5 well as Inhm>t~te Common Line Support (IeLS), Local Switching
Support (LSSl wid High Co~l Lo[lp (HCL) support amounLs.

AtQlUtwfum pror:B3n" b)' NECA
Som.. C[lmplllue~ did [)[It v[lluntarily m<lke IIdJn~ttnents to negative Account 4340 balance:; and
NECA sub~equl:lllly [lvefTode the data- We will reverse all the negative Accounl 4340 cost ~tudy,

sell)emenLs, :md HCL overrides we've mode to your dllta, including those outside of the 24-month
window. If this applies w you, you do nol neerl to subtml the information as described in Ihe rest of
lhi~ letter.

C{)"IZJr:t)'/)~rM_bsrS~M_1f'I"
lllS eXlremel~ ,mpDr1ar:1 that you work elollely with your NECA Region Member Service Tearn 10
adjusl ACCOUIlI 4340 ~1I(an.c..s yo" prcVlou~lyx"bmilled with a zero balance. These adjuslmenls will
~pply 10 CDSl ~rudy, ~ettlemall:3 and USF as de~cnbed below.

You will not be able to make adjustmatls directly in the NECA Systems for periods outside the
nonnal timefi-.unes. Y,lU will ucOO w forward prior penod odlustmell!S, which lire limited to
n"glltivt> Account 4340 revillion'!, w your NECA region offie",_ Please see Ihe altached lable of
important due dat'-"S. This is the only 0PPOrTwlity you will have to make adjustmenls to Account
4340 am,lLlnts outside Ih..:: 24-month wind..w. N..w certilicllions are required to m<lkc these prior­
period ad.lustmeuls In ~dditioll, suppor1illg docum",ntation such as audited Ilnancial reports must be
plOvided to support any adjustments,

E"t,m R,g'on
p~ 000_'''-6388
FX '00_228--""'"

M......'R·Oloo
p~ oo()-5;1l4.°S:I
FX '00-.>"--"'"'

p",;~<R·O;O"
P~OO()-":J.--8""

FX '00·3:;.0-'-'6..

Sou,l>o.. ReOlon
PH 000-223_7751
FX 800-1<51-Oll""

Soudn...s1arn R..;o"
p'i MO·1S'.oJ(lJl
FX '00_774_24"

""""" .,.;,"
p~ !IO()-II~I-";'

FU"'·",·""
H.~" 0.",,,, ~..,."

PH 'IX'--<:I"-<J 180
"I'Ol[l-107-W'"



Cost sUIdy tUijll$tllleflts
• Revisions to cost srudie~ previously ~ubmitted with a 7..ero 8.J1lOWlt for Account 4340 should

be submitted to your NECA Regioll Office.
• A signoo cost study certification must be submitted for eu~h ~osl study being revised to

refled Ihese adjll~lments.

Sfltlk.,flt s41lI$tIIIerrb

• Settlem...nl adjustments outside the 24-monlh window musl be submitted 10 }'oUJ NECA
Region Office on signed 1050 fDlms for entry to the settlemunls system

• For any ad.iu~lmellis ia~ide the 24~monlh window (currently June 2005 lhrough IUlle 2007)
and going forward, you may lIlput adjustments 10 se_tllemenls and certify lI.S you nonually do_

USFBlgh·CO$t:L08p Ddj~rrb
• USF HCL adjustmen1.3 musl be submitted to your NECA Regioa Office lor entry to tbe US}'

system
• Affected HCL submission periods are 2002-x through 2006-x.
• A signed USF certification for ell£h SJlbmission period chWlged must be submilted wi~1 !/tG5e

wj \lstments.

ICLSILSS a4jNStifletlts
• We will prepare revised ICLS and lSS data lor your review aud certification prior to filing

wilh USAC.
• We expect to se:.ud lbe revised data to you for your review no bier lhun July) 1, 2007.
• A ~igned certification for lbe revised data mUSI be submitted to your NECA Region Office.

Again. we have anu~hed a table of important dates for your reference. We strongly encourage you
l(l ooutse! your, Region Member Service Team to dis::Ll.'is tltis matter.

Siucerely,

Att""lunenl
cc: Aulborized Consultanls
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NICA::>
80 So"," J.fIor.on Road
Whlpp.n~.IIJ 07••,

Ca,ol A B,.nooo
Vi"" P<osi<lon'
'"dust'" 1<0''''0"' - 1'10,1

Rlcl>o.'d R. Sn"pk_.~;
V;"" Pre'ide'"
Indusliy Flo"",on' - Eo,.

Augu~t 8, 2006

VOl"", 11:1.l..!~I-44D)

F." aDO 551_ D2B
E-",.il: ob",nn"@:>,""-'o,o

Vo;"", ~n..!&l..!llg
'.,,, 800 Utl-6S"J

E_"",," ",,,,p'o@ne,,,,.o,g

To:

Subject

Gencml Canlacl, al all NECA Member Comp~u;eg

Negalive Balance. in Accounl4340 Net non--Gum:nt dc:ferred
operating incOllle tax~s

As port ofNECA's review of Will ~ubmj~sjon~ for pooling and high cost loop support, we hnve
identified some insuuce" of negative fdebil) balan~es in account 4340 which is an ~~~oun~ lhol we
believe should Dorroally have " po~iti"e (<.n:dil) balallce. This letter provides you wllh ;ufe>rn1;lIIc>ll

on Ihis, de~cribeg current NECA "~!ions. and ",minds yon ofyour obligation to eIlSure yDur daLJ i~

ill compliance wilh regulatory ,eqwr~meflti.

A~ J:>adgJoumi a<;connl 4340 is inlended loJ repre5enl accwnulaled deferred federal income tax.e.
resullin!'; from dillerences inla;<es compuled using booked depreciation expen~e cablbmd On a
:iIraighl line be.,i5, ""d I>lxes paid to dIe IRS thai resull from use of accelerat.ed deprccilliiall rnelho'h.
Beca~e laxe. paid uuder aceelerared IRS depreciation melhod~ are pre,umabiy [ower lh"" I>lxes
ealcuillted n5i~ booked (straight-liue) depreeialion melhpds. there .hould normally be a positive
(cfl:di!) bll.lJ.ncc in lIccount 4340, repfl:••mting the difference between regulared laMS calculated for
revenue rcquir~menls and lbe lower IElJ{es actually paid to the IRS.

There i~ a concern tbal negulive amounts in account 4340 cOllld bave lhe anomaJous effect "f
iucrellSiug thc rllre ba<e. AdditioIl3l1y, the pfl:~ence or uegali ve ba lance. in account 4340 raises
quesli"n. regarding whelher dala is being repOlled correctly and in ;].(;cor~nce wilh regulalory
requiretIlenl,.

mCA has had eXlen.j~c discu,sio;>u. w'lh member companies and tbeir eonsuhauts regarding lhese
issues. Discussioru; heve focused on deprecialion practices, accounting ll'eatmrrtl <:>f Other Po~l­
Employment BenefilS (OPER) costs, and Ihe effecls ufmergern and acquiiiitioH IJJn>a~tiDn.'

meA does not bdjeve Part 63 rules pllrTllil uegative balance, in accounl 4340 10 lncrCase the rale
b:lSe. Therefore, pending funhcr cb.rifieallon from the fCC, we :ue requiling neg~llve balanccs to
be adju.ted to a minimwn of zero for pool and high coslloop data repolliug. Ii yom comp.ny has a
ucgal,ve account 4340 balance, OUl' region stall will be in conlad wilh yo~ rega:rding lhi. matter.

, (0 'lrxJ4, a cmuulling firm filed. leller wid' Ihe fCC ""l",.<ling • d<cJ"",(o,:, ruling or inrerp",La'ion regardiog 'everal
Gu<<ti,,", related '" Account 4340. This reque'l rem.in. pl"ndjng at Ii,. FCC By letler daled Au~u'18, 2006, NECA
"OJ .l,~ .,ked lh. FCC lor l'iJrth.r guidanc. 00 lh". 11'1':"""

_ "'oR..'"
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•

We aim w'nl 10 remind you it is irnportlnt yOUT regubleJ depreciation expense calculaliom arc
reasonable and COM;~tenj with regulatory requiJeUTCIII>, which include lliie of a femn of ~l:rajght line
depreciBlion gnd periodic review of depreciation rate:; con.istenl with regulatory and gencnlJy
accepted a.:counling practice:;.

ShoDld yon Mve any que~li(l1ll' regarding this, pleallc de nol hesitate 10 call your reginD member
lIefVlCe manager.

Sincerely,

ce: Amhotized ConsullllnLs
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